Lithuania’s Position Paper on Future Cohesion Policy (post 2027)

I. Principles and Added Value of Cohesion Policy 
Cohesion is a fundamental pillar of the European Union (EU) fostering the sense of solidarity. Cohesion Policy is the EU’s main source of investment in economic, social and territorial development across the Union. It is essential for maintaining stability and sustainability in Europe and it is a key policy to deliver common EU objectives, to promote harmonious development and convergence among the Member States and its regions, to improve the quality of life of its citizens. 
Cohesion Policy has proved its success over many years. Therefore, the key principles of this policy – partnership, shared management and place-based approach – should be maintained in the future. Yet, designing the future Cohesion Policy regulatory framework, it is important to take into account the EU enlargement process.
Significant progress has been made over the last 20 years: after joining the EU, Lithuania's GDP per capita grew by 199 per cent from 2004 to 2022[footnoteRef:1]. This was largely driven by Cohesion Policy investments. Hence, Lithuania could be the prime example of the successful Cohesion Policy implementation.  [1:  Annual GDP per capita by PPS, Eurostat data, in current prices.] 

The policy is well equipped to tackle both current and new challenges at EU, Member State and regional levels. Cohesion Policy with a considerable set of measures helped the Member States to respond  to multiple crisis from the outbreak of the COVID-19 pandemic to the consequences of the russia’s war of aggression against Ukraine. Moreover, due to changed circumstances, the conditions for implementing the funds of the 2021–2027 programming period and closure procedures for 2014-2020 programmes were simplified, ensuring the continuity of operations and injection of additional liquidity. However, Cohesion Policy is not a crisis instrument and it cannot be the solution to every new crisis to come.
Cohesion Policy should continue focusing on long-term objectives – promoting economic, social and territorial convergence and enabling less developed regions to promote economic and social prosperity and productivity.  In the new period of the Multiannual Financial Framework (MFF) the Cohesion Policy’s budget should be at least equivalent to the period of 2021–2027 in real terms and take into account the EU enlargement process.
II. The Call on Europe’s Eastern Border - Territorial Specificity of Lithuania
Lithuania is located in the Baltic Region which is peripheral region of Europe. The country is characterized by a small open economy (the market size[footnoteRef:2] of Lithuania is 41.7 percent as compared to the EU average). Thus, it is vulnerable and very dependent on external factors. Lithuania continues facing serious challenges to catch-up with the EU growth centres, to escape the threat of the development trap, to overcome structural challenges and to prepare for the upcoming megatrends.  [2:  https://ec.europa.eu/regional_policy/assets/regional-competitiveness/index.html#/] 

There is little room for manoeuvre as the economy is still recovering from the Covid-19 pandemic consequences. On top, in 2022 Lithuania faced the shock of peaked inflation which was the second highest among the Member States – 18.9 per cent[footnoteRef:3].  The core cause of the inflation is russia’s war against Ukraine, which snowballed into energy price crisis and consequently into broader inflationary processes in the country. Additionally, due to the tightening of monetary policy in the euro area, interest rates increased significantly in Lithuania.  According to Eurostat data in December 2022 the inflation in Lithuania was twice higher (20 per cent) than the average in Eurozone (10.4 per cent). [3:  Statistics | Eurostat (europa.eu)] 

Many businesses were the first in line to take a hit of the war in Ukraine consequences[footnoteRef:4]: they met material and employees’ shortages, had to squeeze profit margins, reassess investment plans, trade and value chains or import and export volumes. Economic uncertainty provoked risk aversion. Moreover, the geographical location of the region hampered direct foreign investments.  [4:  Investment Report 2022/2023: Resilience and renewal in Europe (eib.org)] 

The current geopolitical situation illustrates that geographical location matters in terms of regions’ competitiveness potential. The key finding of the European Investment Bank[footnoteRef:5] states that the regions closer to the war in Ukraine are more dependent on fossil fuels and with energy-intensive industries and face bigger barriers to private-sector investment and have less capacity to innovate.  [5:  Cohesion Report 2022-2023: Investing in strategic technologies for inclusive, green and digital transition in cohesion regions] 

The innovation potential - a key for growth and competitiveness - is very sensitive to the existing environment. Lithuania’s innovation performance, according to the European Innovation Scoreboard 2023, is below the EU average (2.3 per cent):  Lithuania is a moderate innovator (its R&D expenditure as percentage of GDP is 1.1 per cent). 
The competitiveness[footnoteRef:6] of Lithuania is very dependent on existing infrastructure, market size, technological readiness, etc. All these estimates are very low in Lithuania. Therefore, cooperation and connectivity ensuring mobility with the rest of the EU play a significant role. We emphasise the importance and opportunities of the cross-border, transnational and interregional cooperation for the Member States and their regions.  [6:  https://ec.europa.eu/regional_policy/assets/regional-competitiveness/index.html#/] 

On top, the growth potential is limited due to the lack of qualified labour force[footnoteRef:7] and a unique set of negative demographic trend – a combination of the fastest ageing population in Europe and the population which is shrinking the most. By 2050, as compared to 2023, the population will decline by 18.54 per cent in Lithuania[footnoteRef:8]. [7:  Percentage of employment in knowledge intensive activities in Lithuania  is 28.7 per cent, in Latvia – 29.5 per cent and in Estonia – 33.4 per cent (source: R&I Country Profile - R&D landscape - Latvia | Sheet - Qlik Sense (europa.eu). ]  [8:  Statistics | Eurostat (europa.eu)] 

Considering the above, a place-sensitive approach is necessary to identify, to unleash and to build on existing potential of Lithuania (and the whole Baltic Region) bordering aggressor countries. The eastern border regions are exposed to geopolitical risks and therefore, their harmonious development which is an objective in the Treaty (Article 174)[footnoteRef:9] is restricted. [9:  Andrés Rodríguez-Pose, Chair of the High-Level Group on the Future of Cohesion Policy.] 

Lithuania like the whole Baltic Region needs tailor-made solutions – a special policy mix (for example, specific Policy Objectives, the allocation method, etc.) within the framework of Cohesion Policy – focussing on the border regions adjacent to the aggressor countries.  
III. Effectiveness and Simplification of Cohesion Policy 
We support the use of the Cohesion Policy funding for structural reforms that are needed to promote productivity and growth of the Member States as well as the stronger links with the European Semester at regional level. 
Good quality governance and administrative capacity is one of the key prerequisites for effective implementation of reforms and investments, and these should be better recognized and financed in the future. The EU support is crucial for the consistent development of capacity building at all levels of the government and for partners.
We call on the European Commission to implement the principle “less is more” – less fragmented Cohesion Policy funds dedicated to the same objectives, leaner regulatory framework and less limitations. Currently, newly established funds and instruments appear together with a wider administrative burden and additional bureaucracy. Even more, new funds and instruments increase the risk of overlaps with the Cohesion Policy interventions, potentially compromise the Cohesion Policy´s capacity to deliver its long-term objectives. For this reason, we are strongly in favour of the approach “less is more”. Therefore, we encourage the European Commission to focus on increasing the efficiency of existing funds and not on creating new funds and instruments. We must ensure that other policies do no harm to Cohesion.
Cohesion Policy should continue its work to become more results and performance orientated and less focused on expenditure controls, while avoiding excessive administrative burdens. We still lack crystallized practices of payments against results, and we expect that Cohesion Policy could develop it gradually. Simplified cost options and financing not linked to costs should be encouraged in future through a mix of regulatory requirements and incentives to achieve more simplification.  
The requirements of thematic concentration and mainstreaming should be simplified, however leaving margins for taking into account the specificities and different needs of the Member States and its regions in pursuing structural changes and convergence. 
The legislative package of the future Cohesion Policy should be more user-friendly set of rules used for several programming periods and should be adopted and the negotiations on the programming documents should be concluded in time to avoid (another) delayed start of the new programming period, meaning that the negotiations on the programming documents should be concluded by 2028. 
Financial instruments (FIs) contribute significantly towards a more effective use of resources, and they should be used where they are viable and where there is a market gap[footnoteRef:10]. We do not support the approach used in the Recovery and Resilience Facility that FIs create more benefits for the Member States (as the issued loans make return and could be used for other purposes) than grants and for this reason should not be financed from the EU grant instrument. It is important to spread the implementation of FIs by decreasing financial dependence on subsidies and increasing the use of FIs. By a more rational use of public resources, we attract private investors and financial intermediaries, nevertheless, to attract them we need to diminish the administrative burden and to make the administration of FIs flexible and simple.  [10:  According recent EC calculations the energy efficiency investment gap 2021-2030 accounts for  EUR 626 bn  (calculated based on NECPs of MS) and Investment programmes would cover only 4% of investment needs or only 1,4 investment gap.  Therefore, FI should be more exploited: The potential for investment in energy efficiency through financial instruments in the European Union - summary (fi-compass.eu)] 
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